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EDITORIAL
Little by little the advantages of audit
Official Recognition of
Accountancy’s Value and investigation are recognized in
those most conservative of spheres, the
state and municipal governments. From the beginning of the
republic it has been the custom to pay great attention to legisla
tion and to let finance look out for itself, and as a consequence the
waste in the administration of affairs throughout the country has
been utterly criminal. Incompetent men, selected because of
political influence, have juggled figures, stolen money and escaped
punishment. Even where there was no intentional dishonesty
there has been crass ignorance, and if anyone desired an ocular
demonstration of the meaning of the word inefficiency he had
merely to look into the offices of fiscal departments of any govern
ment, even the federal. Reform began in Washington some years
ago and has been carried on quite rapidly. In some county and
municipal affairs there has been a marked improvement, but as a
whole the state governments have lagged behind. Because these
things are true there is a peculiar satisfaction in reading the annual
message of Governor John S. Fisher of Pennsylvania, which was
presented in January to the general assembly of that common
wealth. Here is a splendid testimonial to the efficacy of compe
tent professional accounting service. Let us quote:

“ In the beginning of the administration, it was decided to make
a comprehensive survey of the organization of the various depart
ments, boards and commissions of the state government and their
methods of handling financial and other governmental matters.
It was thought this survey would disclose obsolete organizations,
practices, and defects in the operation of the various agencies, and
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give a basis for an administrative programme of correction and elimi
nation. To make this survey as rapidly as necessary to give the
data upon which to act, the various departments, boards and com
missions had audits of their affairs made by public accountants.
These audits were made during the years 1927 and 1928 and a
report of them was made to the general assembly in the governor’s
message accompanying the executive budget presented to the
1929 session of the general assembly.
“The total cost was about $550,000.
“The tangible results in dollars and cents were as follows:
“Cash recovered and deposited, including surpluses improperly
held by departments, commissions and administrative boards
having control of state institutions amounted to about $2,100,000.
“Obsolete and erroneous methods corrected, resulting in sav
ings and increased state revenue estimated at $2,500,000 for each
biennium of the administration.
“ Indirect benefits accruing to the state government from these
audits have proven to be of incalculable value. Practically all
of the reconstruction and reorganization accomplished has been
based upon the elimination and correction of conditions which
they disclosed.”
In other words, for an expenditure of $550,000 Pennsylvania re
covered $2,100,000 and instituted reforms which produce an esti
mated saving of $2,500,000 every two years, and the indirect
benefits are, as the governor says, incalculable. Some people
have expressed the wish that accountancy might be advertised.
Here is advertisement upon which a value can not be placed.
What Pennsylvania accomplished with assistance of professional
accountants every other state in the union, in proportion to the
magnitude of its operations, may also accomplish. There is no
state in which there is not need for such survey and recommenda
tions as those to which Governor Fisher refers.

Among the letters received in the edi
torial office of this magazine relative
to the question of restrictive legislation,
as it is called, is one written by Guy V. W. Lyman of New
Orleans, a member of the American Institute’s committee on edu
cation. Mr. Lyman believes in the general principle of restric
tive legislation, which means legislation that places restrictions
around the practice of the profession in any state and requires
those who enter the state from elsewhere to comply with certain
rules for registration, etc. In some cases these laws absolutely
prohibit an accountant, resident outside the state, from pursuing
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his vocation in the state unless it be to keep an engagement origi
nating outside. Mr. Lyman’s opinions are well considered, and
while we do not believe that all restrictive legislation is desirable,
we have pleasure in quoting the following extracts from his letter:

“ I noted with a great deal of interest your editorial and also the
letter of Arthur Berridge published in the March Journal of
Accountancy. It seems to me that Mr. Berridge has missed in
his argument one of the most important reasons for restrictive
legislation.
“At the time of the passage of the restrictive legislative act in
Louisiana, that is during the year 1924, the arguments used in
presenting the matter to the legislators and to the bank clearing
houses and associations of commerce by the accountants of this
state were that, by restrictive legislation, the clients of the ac
countants, that is the public, would receive a greater degree of pro
tection because of the fact that through restrictive legislation all
accountants doing business in the state would come under the
jurisdiction and control of the state board of certified public
accountants, and that by and through this means the public
could be better protected against false statements and unprofes
sional conduct on the part of accountants within the control and
jurisdiction of the state board. Certainly neither I nor, so far
as I know, any of the accountants in this state had any thought
of protecting the smaller accountants against the inroads of the
large national organizations, but had in mind only the benefits
that would accrue to the public and to the profession as a whole
by forcing all practising accountants within the state to abide by
the rules and regulations of the state board in order that unpro
fessional conduct on the part of any accountant might be promptly
punished and the public thereby be protected.”
It is quite true that there should be every possible protection
accorded to the business men of Louisiana and every other state,
and there can be no great force in an objection to compliance with
a rule requiring registration. If that were all that is involved in
restriction there would be not much room for discussion, but as
a plain matter of fact restrictive legislation in far too many cases
goes much beyond Mr. Lyman’s conception of it. It is, no doubt,
the policy of the authorities in Louisiana to be liberal and reason
able, but the trouble is that where there are restrictive laws there
is always danger of their being made absurd and futile by endeav
oring to inaugurate under their aegis a system of narrow restric
tion which can not be upheld if tested in the courts. Registration
is one thing and perhaps quite a desirable thing, but there are
forms of restriction which no one can logically support.
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A further letter dealing with the ques
tion of restrictive legislation is published
on another page of this issue of The
Journal of Accountancy. The letter is written by Maurice E.
Peloubet, who is chairman of the American Institute’s committee
on state legislation. The point which Mr. Peloubet urges with
special emphasis is the desirability of a frank statement of the
reason why some accountants favor restriction. He believes that
restricting accounting practice to the accountants who are actu
ally resident in any one state is not necessarily in the public inter
est, and, therefore, not to the advantage of the profession which
it is supposed to assist. This, of course, is on the theory that
what is opposed to the interest of the whole is opposed to the
interest of the part. Mr. Peloubet also raises the question of the
state of the small firm. We heartily agree with his opinion that
there is room for both large firms and small and that in the process
of time the class of work done by these two categories will be fairly
divided. Where the small firm can do the work it will probably
receive the engagement, but where a wide ramification of interest
is involved the firm whose operations are spread over the country
may be needed. It is not yet time to pull down the shutters in
the house either of the small firm or the large.

Public Interest the
Controlling Factor

For a good many years it has been the
constant effort of The Journal of
Accountancy to discourage bidding
for professional work. In recent issues of this magazine the sub
ject has been discussed at great length. We have repeated an
old argument, namely, that the best way to terminate calling for
bids and bidding is for all accountants to refuse to bid. A cor
respondent draws attention to the A. S. M. E. Nenas published
by the American Society of Mechanical Engineers. The follow
ing excerpt from that publication is of great interest:

Competitive Bidding
Properly Damned

“The city of San Diego advertised for bids for the services of a sanitary
engineer as reported in the December 22nd issue of the News. Advertising for
bids for professional engineering services has been vigorously condemned by
the American Engineering Council, the American Society of Civil Engineers
and the American Institute of Consulting Engineers.
“As a result, when the day for opening the San Diego bids came, not a single
competent recognized sanitary engineer had bid for the job. One bid was re
ceived from a resident, the bid it is understood containing the condition that
the reclaimed water would be available for irrigation purposes.
“In the San Diego incident vigorous protests were filed by the American
Society of Civil Engineers and the American Engineering Council and the
results justify satisfaction on the part of the engineering profession.
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“Fortunately it is not frequently the custom of municipalities to advertise
for engineering services on a competitive basis, but if such occasions come to
the attention of members they may render signal service by calling the atten
tion of the society authorities to them.”

This record reflects great credit upon all members of the engineer
ing profession. It serves to show what can be done when the
practitioners of a profession agree to work together. Presumably
the authorities in San Diego must have known the feeling of engi
neers on the subject of bidding, and yet the advertisement was
published. Probably San Diego will not call again for bids for
engineering services, and an engineer will be engaged on a decent
professional basis; but whether the municipality decides to do
without an engineer or not the good name of the profession is
maintained and sooner or later the absolute necessity for engineer
ing assistance will bring the city to its senses.

The line of unemployed accountants,
men who have been unable to find em
ployment or have been discharged from
other accountants’ offices, is longer this year than it has been for a
decade. Possibly it is longer than it has ever been before, because
there are more accountants now, and consequently when the
demand for accounting services declines there is a greater number
of unemployed men. Every accountant is familiar with the prob
lem which arises at the end of March each year, when the rush of
the winter is over, income-tax returns have been filed and all
that remains to be done is the routine work which can be spread
over the year. All efforts to encourage corporations and other
business entities to close their books at dates other than Decem
ber 31st have failed to achieve complete success. Here and there
a concern has consented to adopt a fiscal year not coincident with
the calendar year, but most organizations having been forced in
the early days of income taxation to adopt the calendar year have
been reluctant to change again. They have failed to grasp the
great importance to themselves of closing their books at the time
when inventories are lowest. Too often they seem to feel that
the urge of the accountant for the adoption of the natural fiscal
year is dictated solely by the accountant’s own interests. They
do not understand that the natural year is a far better index of
progress or condition than an artificially created closing governed
by nothing more imperative then an arbitrary calendar. The
income-tax department in Washington and similar departments
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in states which have to administer income or excise taxes are
much assisted by spreading the closing of corporation books over
the whole year. Accountants, of course, are vitally concerned,
but the fact that they are parties at interest should not prevent
business men from seeing that in this case at least the convenience
of both client and accountant is best served by following the
natural course of business and terminating the fiscal year after
the busy season is over. Every business has its peaks and de
pressions in each year and every business has a time when the
books can be closed with the least difficulty and the best results.
However, all these arguments have been brought forward many
times and business men still refuse to be convinced. As a conse
quence the rush of the winter has become an annual event foreseen
and dreaded.

This year the height of the season was
earlier than usual and the laying off,
as it is called, of men began before the end of February. By the
end of March the staff of nearly every accounting office had been
reduced substantially and the queue of applicants for positions
grew steadily. This was not due entirely to the seasonal nature
of accounting practice. It was attributable in great part to the
general fear which has caused the depression. Everyone now
admits that the worst is past and that with the resumption of
confidence there will come a renewed desire and ability to pur
chase. Accountancy, however, always lags behind the swings of
the pendulum. The depression was not felt in accounting offices
as quickly as it was felt in many places, and the return of prosper
ity will not be felt immediately. This is true because a great
many business men seem to feel that accounting is a luxury.
When business is thriving and profits apparently mounting, many
men are inclined to engage accountants to review the conditions,
make recommendations for betterments and do a host of other
things which accountants can do, but most of all the accountant
is called in to compute profits. That is what the business man
wants to know first of all. If there are leakages or wastes, if
means might be devised to increase profits and cut losses the rec
ommendation of the accountant will be carefully considered, but
first the business man says: “How much have I made?” Conse
quently when he is fairly sure that he has made nothing he begins
to think that the services of the accountant are superfluous and
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he resolves to save the accountant’s fee during the lean years.
This seems to us unwisdom. It is very much like the principle
which some industrialists favor of ignoring depreciation during
hard times. The depreciation continues and may indeed be
accelerated by disuse of machinery, but because there are no profits
against which depreciation can be charged these men like to de
ceive themselves and try to imagine that there is no depreciation
because there is nothing to compensate. So the corporation or
other organization which attempts to save by the omission of
accounting services overlooks the truth that if accountancy is
necessary in good times it is far more important when every penny
must be watched and every safeguard maintained. One might
go further and say that if there were to be years in which account
ing services were omitted the wise business man would select the
years of prosperity when profits are accumulating and losses will
not be so evident nor will they be so serious. In times like the
year 1930 there are very few businesses which can afford to neglect
the orderly conduct of records and the review of them. Yet that
is what scores of business men have done and that is the real
reason why the long line of applicants for positions is so distressing
at present.
What are these men to do? Most of
What Can Be Done
them are fairly good accountants and
about It?
some of them are men of outstanding
ability. Those who have no title to consideration because of
inefficiency or inexperience may be pitied, but they need not be the
subject of much special attention. They would probably do as
well in any other occupation as in accountancy. What every
friend of accountancy deplores at present is the lack of employ
ment for the really good men. The large accounting firms which
employ the greatest number of men can not be expected to keep
staffs at full strength during idle times. Many of the firms are
carrying on their payroll men who are not of much present value
but have served well in the past and will be needed in the future,
but even the firms which have the ability to continue their or
ganization at something approaching normal size can not take care
of all the men who are available. Every profession and trade has
a somewhat similar problem before it at the present time and the
answer is unknown. It is a lamentable fact that most men are
improvident, and this is perhaps more general among the salaried
classes than among the wage earners. The man who is receiving
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a salary of $3,000 or $4,000 a year could perhaps live on $2,500,
but he does not, and at the end of a period of prosperity when he
has had three or four years of steady employment he probably has
nothing in the bank to carry him over the time of unemployment.
Accountants are not worse than other men and their present dis
tress is not exceptional nor restricted to them. The whole cause
of the present unhealthy condition is in the instability of business
relations and international affairs. It is conceivable that there
might be a time when supply would be kept within the bounds of
demand and when periods of great prosperity would no longer
recur, but all would be even, calm, serene. Pending the coming of
that ideal day there will be fluctuations in all business and one
must expect after the feast a time of famine. That philosophy
does not relieve the pangs of hunger, but it is true nevertheless.
Every accountant regrets that so many of his fellows are in need at
present and many a man is doing the best and most he can to re
lieve others. There is a vast amount of kindliness which is never
advertised. The only consoling thought which can be proposed
now is that with the clear evidence of a better trend comes a hope
that accountancy in accordance with precedent will ere long
resume its onward march.
The well-known publicist, H. Stanley
Jevons, contributes an important article
to the Economic Journal (London) for
March, 1931. The subject is “the second industrial revolution”
and the thesis is that the advanced industrial countries of the
world are now in the first stage of a sweeping change of the
methods and organization of all their secondary industries. Pro
fessor Jevons thinks that this new movement may be comparable
in its effects with the changes brought about in what is commonly
called the “industrial revolution’’ beginning in the latter part of
the eighteenth century. The author says that the essence of the
new industrial revolution is the search for exact knowledge and
the planning of processes: from the minutiae of manual operations
(based on motion study) to the lay-out of the machinery of a
gigantic plant—even of a whole industry throughout the country.
At the beginning of the article Professor Jevons advances a theory
which is of great interest to accountants. He says:
“The movement appears to have had its origin in the union of
three distinct trains of ideas, which evolved with their correspond328
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ing actions. Accountancy ceased to be a mere record of past
events and developed in the latter half of last century into an
applied science designed to aid the business man in the policy of
his operations (e. g. by determining the relative profitableness of
different sections of a business, rates of amortisation, etc.) coin
cidently with the rise of the profession of chartered accountants.
This led to the invention of cost accounts for factories so far back
as the ’eighties.”

The other trains of ideas to which the author refers originated with
engineers, who applied pure science to construction, and among
manufacturers and business men generally on account of ever-in
creasing competition.
The whole article is one that may be
read with interest and profit. Suffice it
here to say that it is gratifying to find so
eminent an authority as Professor Jevons placing accountancy at
the head of the list of causes for the great changes which are taking
place in industry and commerce. Too often accountants them
selves are apt to overlook the tremendous significance of their
work and to regard it solely as an expression of individual energy
without much thought of the results to the body politic. It is the
merest truism to say that in the present condition of the world
and its people what one person does affects the multitude. We
all know that our actions are part of a titanic piece of machinery,
but some of us forget that there are some cogs and bearings which
are more important than others. When a careful student of po
litical economy places accountancy at the top there must be good
reason for such a choice. Quite often it is true that the man out
side the actual arena is in a better position to watch the tourna
ment than those who participate, so Professor Jevons, sitting on
the side lines, sees accountancy performing a r61e of outstanding
value. It is, to say the least of it, inspiring for an accountant to
be able to feel that he is not only a part but a vital part in the
machinery which turns the wheels of progress.

Importance Should
Be Understood

A correspondent has asked us to say
something about the activities of certain
banks and trust companies which have
undertaken to perform services that are supposed to be the func
tion of public accountants. For a good many years there have
been a few such institutions in various parts of the country
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which have conducted what they call auditing departments. The
procedure is comparatively simple: A borrower coming to the
bank for money is asked if he has an audited statement of affairs
to present in support of his application for credit. If he says that
he has such a statement it may satisfy the lending officers of the
bank, but there have been cases in which the officers have said
that they could not accept the certificate of the auditors selected
by the borrower and must have an audit made by their own audit
department. Of course, if the borrower has no audited statement
it is even easier for the officers of the bank to suggest the engage
ment of their own audit department. In either case the practice
is bad. To begin with, banks should not be like the corner drug
store, an emporium where everything is offered for sale. There
would be a great outcry from the legal profession if banks were to
attempt to give legal advice. In fact there is a good deal of heart
burning because some banking institutions undertake to write
wills for customers. Lawyers feel that this is an encroachment
upon their preserves. There would be much opposition if banks
maintained engineering departments whose services could be en
gaged by customers. There is no more justification for an audit
ing department engaging in public practice than there is for a legal
or engineering department in a bank to enter the fields of those
professions. The bank does not offer to render the service gratis,
but the theory is that the auditing department must pay its way.

It seems to us utterly wrong that a
Accountancy and Bank
banker
should be in a position to insist
ing Not Marriageable
that his own institution be engaged to
perform the audit before another branch of the same institution
will extend credit. The two things do not march together. It
must be remembered that if a branch of a bank performs an audit
of a customer’s accounts that department, being the servant of
the bank, will naturally attempt to regard everything from the
bank’s point of view, and it will be difficult indeed to maintain an
absolutely impartial attitude while conducting the audit. Fur
thermore, it looks quite like what today is called a “racket” for a
bank to hold up its customers and insist that they, the banks, shall
have the right to perform a professional service through a purely
commercial department. We are becoming so accustomed to
read of rackets, graft and extortion of one kind or another that
such comparatively minor offenses as banking adventures into
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accountancy may be easily overlooked, but accountants are
vitally concerned and they can not afford to ignore any attempt to
interfere unfairly with the conduct of accounting practice. Un
fortunately accountants are not as numerous or of such established
standing as the lawyers. The latter are well organized to protect
their own interests and it is practically courting defeat to attempt
any encroachment upon the legal field. Accountants, however,
can do a great deal to educate the public, particularly the bankers,
as to the fallacy of the auditing-department notion. Bankers may
attempt to justify the existence of auditing departments by assert
ing that they can not depend upon accountants’ reports and must
have their own employees do the work before they can be satisfied.
That argument is no better than it would be if applied to legal
services. The simple truth is that a banker should stick to his
banking and an accountant to his accountancy. It is better to
avoid any intermingling of the two vocations, so that the interests
of banker, accountant and the general public may be well and in
dependently protected. There is not, apparently, quite so much
evidence of a desire to enter accountancy by bankers as there was
a few years ago, but there is still enough of that spirit of expansion
to merit attention. Wherever the movement is started it should
meet with opposition before it can gather momentum.
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